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October 14, 2005

Ms. Kris Perry, Executive Director

California Children and Families Commission
501 J Street, Suite 530
- Sacramento, CA 95814

Dear Ms. Perry:

Final Audit Report on the Children and Farhilies Trust Fund and Related Accounts

Enclosed is the final report on our financial audit of the Children and Families Trust Fund and
related accounts, for the fiscal year ended June 30, 2005. Our audit was performed under
interagency agreement number CCFC-6977, between the California Children and Families
Commission and the California Department of Finance. : L

The enclosed report is for ybur information and use. The responée 1o the Finding and
Recommendation is included herein. We believe the recommendation included in this report will
help the Commission improve fiscal accountability. ‘ ’

(

“If you have any questiohs regarding this report, please contact Mary Kelly, Manager, or
- Kiran Rai, Supervisor, at (916) 322-2985.

Sincerely,

/I g »
- ~~danet |. Rosman, Assistant Ch;ef
Office of State Audits and Evaluations

Enclosure

cc:  Mr. Bryan Hobson, Chief, Administrative Division, California Children and Families
Commission - ‘
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= REFACE

The Department of Finance, Office of State Audits and Evaluations, performed this audit under
Health and Safety Code Section 130150. The purpose was to audit the Balance Sheet and
Statement of Operations of the Children and Families Trust Fund and related accounts (Fund)
for the fiscal year ended June 30, 2005.

The financial audit objectives were to:

° Express an opinion on the financial statements baéed on our audit, conducted in
accordance with standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United Staies.

o Verify that the finaincial statements were prepared in conformity with the
accounting practices as prescribed by the State of California, which is a
comprehensive basis of accounting other than generally accepted accounting
principles. ' ' - o

¢ As necessary, report on internal control over financial reporting weaknesses, as
well as noncompliance with applicable laws and regulations.

~ This report is intended solely for the information and use of the California Children and Families
Commission and the Legislature, and is not intended to be and should not be used by anyone
other than the specified parties. However, this report is a matter of public record and its
distribution is not limited.- Requests for copies should be made to the California Children and
Families Commission.
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ARNDOLD SCHWARZENEGSGER, BOVERNOR
Y15 L STREET B.SACRAMENTED DA R 95814-3706 B WWW.DOF.CA.GOV

ENDEPENDENT_AUD!TOR'S REPORT

Ms. Kris Perry, Executive Director

California Children and Families Commission
501 J Street, Suite 530

Sacramento, CA 95814

We have audited the accompanying Balance Sheet as of June 30, 2005, and the }related
Statement of Operations of the Children and Families Trust Fund and related accounts (Fund)

for the fiscal year then ended. These financial statements are the responsibility of the California

Children and Families Commission’s (Commission) management. Our responsibility is to
express an oplnlon on these financial statements based on our audit.

Except as dlscussed in the following paragraph we conducted our audit in accordance with
Government Auditing Standards (GAS), issued by the Comp‘rrolier General of the United States.
Those standards require that we plan and perform the audit to provide reasonable assurance as
to whether the financial statements are free of material misstatements. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management. We believe that our audit provides a reasonable basrs for our

opinion.

in connection with our audit, there are certain disclosures required by GAS Statement No. 3.
Both the audited entity and the Department of Finance, of which the Office of State Audits and
Evaluations is a unit, are part of the State of California’s Executive Branch, which GAS
considers an impairment of independence. Also, as required by various statutes within the
California Government Code, the Department of Finance’s other units are mandated to perform
certain management and acecounting functions. These activities impair independence. Although
the Department of Finance is statutorily obligated to perform these specific activities, we believe
that sufficient safeguards and divisions of responsibility exist that would enable the reader of
this report to rely on the information contained therein. '

in our opinion, the financial statements referred to above present fairly; in all material resbects;
the financial position of the Fund as of June 30, 2005, and the resulis of the Commission’s
operations for the fiscal year then ended, in conformity with the basis of accounting described. in

Note 2 to the financial statements.

Compliance

As part of obtaining reasonable assurance about whether the Commission’s financial
statements are free of material misstatement, we performed tests of its compliance with certain

- provisions of faws, regulations, contracts, and grants, noncompiiance with which could have a




dlrect and material effect on the determination of statement amounts. However, providing an
opinion on compliance.with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported herein under Government Auditing Standards.

internal Control Over Financial Reporting

In planning and performing our audit, we considered the Commission’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements, and not to provide assurance on internal control over
financial reporting. However, we noted certain matters involving the internal control over
financial reporting and its operation that we consider to be a reportable condition. A reportable
condition invoives matters coming to our attention relating to significant deficiencies in the
design or operation of the internal control over financial reporting that, in our judgment, could
adversely affect the Commission’s ability to record, process, summarize, and report financial
data consistent with the assertions of management in the financial statements. This reportable
condition is described in the Finding and Recommendation section of this report.

Our consideration of the internal control over financial reporting would not necessarily disclose

~ all matters in the internal control that might be reportable conditions and, accordingly, would not
disclose all reportable conditions that are also considered to be material weaknesses. A
material weakness is a condition in which the design or operation of one or more of the-internal
control components does not reduce to a relatively low level the risk that misstatements in

- amounts that would be material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of performing
their assigned functions. We noted no matters involving the internal control and its operatlon
that we consider to be material weaknesses.

" This report is intended éolely for the information and use of the Commission and the Legislature,
and is not intended. to be and should not be used by anyone other than the specified parties.
However, this report is a matter of public record and its distribution is not limited.

—7 <
~ T ‘ . .

Richard R. Sierra, CPA
Manager, Office of State Agdits and Evaluations

(916) 322-2985

September 30, 2005
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| NOTES TO F INANCIAL STATEMENTS

NOTE 1

California Children and Families Commission
Children and Families Trust Fund and Related Accounts
For the Fiscal Year Ended June 30, 2005

Definition of Reporting Entity

The Children and Families Trust Fund (Fund) and its related accounts were

created by the California Children and Families Act of 1998 (Act). Subsequent to
the Act, legislation passed that provided for the Children and Families
Commission to be known as “First 5 California.” The Act is intended fo promote
support, and improve the early development of children from the prenatal stage to
five years of age. The programs authorized by this Act are administered by the
California Children and Families Commission (Commission) and by county
Children and Families Commissions.

Effective January 1, 1999, Section 30131.2 of the Revenue and Taxation Code
authorized the S’ca’ce Board of Equalization (Board) to collect 87 cents for each
cigarette pack distributed and a surtax on other tobacco products. Ofthe

87 cents collected 50 cents is allocated and depOSIted into.the Fund.

The Fund was established to provide fundmg for research and development,
education, training, and-other functions specified in the Act. However, it pnmarlly

functions as a pass-through account.with monies used to pay Board -

administrative costs and to transfer the remaining amount to its related accounts
according fo allocation percentages established by the Act. The county
commissions receive 80 percent of the funding and the Commission receives

20 percent, which is allocated to 6 separate accounts, as illusirated in the
following table.




NOTE 2

T

v

Tax Revenue |-

/

Fund/Account Aliocation | Fund Purpose
This account is established for the 80, percent of the
- funds received in the California Children and Families
Counties. thldren Trust Fund (0623) to be allocated and appropriated to
and Families 80% county commissions and expended for the purposes
Account (0585) authorized in accordance with each county's strategic
plan.

i Mo provide funding for communications to the general
Mass Media public utilizing television, radio, newspapers, and other
Communications 6% mass media furthering the goals and purposes specified
Account (0631) in the California Children and Families Act of 1998.

" To provide funmding for education goals and purposes as
Education Account 5% specified in the California Children and Families Act of
(0634) ° 1998.

_ To provide funding for child care goals and purposes as
Child Care Account 3% specified in the California Children and Families Act of
(0636) - ’ 1998.

To provide funding for research and development goals
gg‘slzfgggl g:f 39, and purposes as specified in the California Children and
Account (0637) : Families Act of 1998,

- To provide funding for administrative costs and other
Administration 19 purposes as specified in the California Ch/ldren and
Account (0638) ° Families Act of 1998.

To provide funding for any other purposes of the
Unaliocated California Children and Families Act of 1998, except that

: 2% no expenditures for admlmstrahve costs may be made
Account (0639)

from this account.

Each county commission receives a portion of the monies equal to the
percentage of the number of live births recorded in the relevant county (for the
most recent reporting period) in proportion to the entire number of live births
recorded in Galifornia (for the same period). Vital statistics compiled by the
Department of Health Services are used. All fund expenditures must be incurred
in accordance with the provnsmns of the Health and Safety Code

Section 130105 (d).

Summary of Significant Accounting Policies

a. Basis of Presentation

The Children and Families Trust Fund (Fund) and related fund accounts are
classified as Other Governmental Cost Funds for State of California financial
reporting purposes. Other Governmental Cost Funds are special revenue
funds used fo account for revenues restricted by law for specified purposes.




lv]qasurement Focus and Basis of Accounting

The accounting method used for the Fund’s financial accounting and
reporting purposes is in compliance with the accounting policies and
procedures prescribed by the California State Administrative Manual and the

- California Government Code, which is a comprehensive basis of accounting
other than generally accepted accounting principles (GAAP). This method is

_consistent with the modified accrual basis of accounting, whereby revenues
are recorded when they become measurable and available, and expenditures
are recorded when the related liability is incurred.

. Revenue

Revenues consist of the cigarette taxes collected on sales of cigarette packs
and other tobacco products, interest income earned on funds deposited in the
Surplus Money Investment Fund (SMIF), revenue from the sale of educational
materials, and unclaimed checks escheated to the issuing fund.

Expenditures
Expenditures are recognized when the related liability is incurred or when

monies are transferred io the State Payroll Revolving Fund for the payment of
salaries, wages, and benefits.

. Cash and Pooled Investments

Cash is deposited in the state’s centralized treasury system, which combines
the balances of state agencies into a single bank account to simplify cash
management.. Idle Fund cash is invested in the state’s Surplus Money
Investment Fund (SMIF). SMIF is a pooled investment account managed by
the Pooled Money Investment Board. Each fund whose monies are
deposited in this pooled investment account has an equity share in the
balance, with investment income aliocated to participants based on relative
equity at month end. ‘

Due To/From Other Funds

The “Due to Other Funds” account for the Fund represents the cigarette tax
revenues due to the other seven related-accounts as described in Note 1.
Additionally, the “Due to Other Funds” account for the other 6 accounts
represents allocations due to the Unallocated Fund 0638 for the School
Readiness Program administered by the Commission. Under this Program,
the Commission distributes funds to eligible counties, in addiiion to the
required 80 percent allocation of cigaretie taxes as provided in Note 1, to
assist with the development of children ages 0 through 5 to ready them for
school. - '

~ The “Due from Other Funds” account represents the amounts due from the
Fund for the ¢igarette tax revenue allocations and SMIF interest.




g.

I.

Interfund Transfers

Legally authorized transfers between state funds are reported on the
Statement of Operations as “Transfers from Other Funds” or “Transfers to
Other Funds,” and are accounted for as additions to or deduc’nons from fund
balance. :

“Transfers to Other Funds” represents the sum of the statutorily required
backfill of $21,300,000 and the “Transfers from Other Funds.” The
“Transfers from Other Funds” are calculated based on the applicable
percentage of the Fund revenues, which include c;gareﬁe taxes and SMIF

interest income.

The Health and Safety Code Section 130105 requires the backfill of lost
funding for certain Proposition 99 and Breast Cancer Fund programs.
Specifically, the Code provides that "the State Board of Equalization shall

- determine within one year of the passage of this act the effect that additional

taxes imposed on cigarettes and tobacco products by this act has onthe
consumption of cigarettes and tobacco products in this state. To the extent
that a decrease in consumption is determined by the State Board of
Equalization to be the direct result of additional taxes imposed by this act, the
State Board of Equalization shall determine the fiscal effect the decrease in -
consumption has on the funding of any Proposition 99 (the Tobacco Tax and
Health Protection Act of 1988) state health-related education or research
programs in effect as of November 1, 1998, and the Breast Cancer Fund
programs that are funded by excise taxes on cigarettes and tobacco
products. Funds shall be transferred from the California Children and
Families Trust Fund to those affected programs as necessary to offset the
revenue decrease directly resulting from the imposition of additional taxes by
this act. - Such reimbursements shall occur, and at such fimes, as determined
necessary to further the intent of this subdivision.”

R_etirement Plan

Employees of the Commission are members of the California Pubilic
Employees’ Retirement System (CalPERS), which is a defined benefit
contributory retirement ptan. Retirement contributions by employees are set
by statute as a percentage of payroll (Tier | employees), or are zero (Tier |l
employees). Retirement contributions are actuarially determined under a
program where fotal contributions plus CalPERS’ investment earnings will
provide the necessary funds to pay retirement benefits when incurred. The
employer contributions are included in the cost of personal services. For
further information, refer to the annual single audit of the State of California,
and to the CalPERS Comprehensive Annual Financial Report. .

Vacétion and Sick Leave

Under the state’s accounting guidelines, the costs of vacation and sick leave
are not recorded at the time the benefits are sarned, but rather when
incurred. When leave is used, the personal services expenses account is




NOTE 3

NOTE 4

charged. Under GAAP, the accumulation of employees vacation and sick
‘leave credits is accounted as a hablhty to be charged when the credits are
used.

-

Budgeting and Budgetary Control

The Funds are classified as. Other Governmental Cost Funds for budgetary
purposes. An Other Governmental Cost Fund is used to account for revenues
from taxes, licenses, and fees where the use of such revenues is restricted by
law for particular functions or activities of government. Program funds are

- continuously appropriated without regard to fiscal year.

Commission management is responsible for exercising budgetary control to
ensure that appropriations are not overspent at the fund level. The State
Controller's Office is responsible for statewide appropriation control and does not
allow expenditures in exeess of authorized appropriations.

Fund Baiance

The term fund balance is defined as the excess of the assets of a fund over its
liabilities. Part or all of the total fund balance may be reserved as a result of law
or generally accepted accounting principles. Reserves represent those portions
of the fund balance that are legally segregated for specific uses. '

Reserved for Encumbranbes represents goods and services that are ordered, but
not received, by the end of the fiscal year,

. Reserved for Unencumbered Balances of Continuing Appropriations represents

the unencumbered balances of all appropriations for which the period of
availability extends beyond the period covered by this report. These
appropriations are legally segregated for a specific future use.




FINDING AND RECOMMENDATION

During our audit of the California Children and Families Commission’s (Commission) Children
and Families Trust Fund and related accounts, we noted certain matters concerning the
accounting and administrative controls that we consider o be a reportable condition. If left
uncorrected, thls condition couid compromise the accuracy of the Commission’s financial

statements.

FINDING

Condition:

Criteria:

Monitoring of Accfued EXpenditures Needs Improvement

The Commission does not maintain adequate internal records for fiscal
monitoring purposes. Specifically, the Commission does not reconcile the
year-end CALSTARS D16 report (Payables and Encumbrances) to its
internal documents, and may be unable to ensure the completeness and
accuracy of the year—end balances.

in two of seven payables tested, the amounts reported on the D16 report
for year-end accounts payable did not agree to expenditures incurred.
One transaction for Fund 0634 (Education) was overstated by $701,641.

* Another transaction was recorded for Fund 0631 (Mass Media) in

fiscal year 2003-04 and not reversed. This resulted in overstated
accounts payable of $385,344 at June 30, 2005.

in addition, the “Due to Other Funds” account for Fund 0634 (Education) is
overstated by $804,382. The respective transaction was recorded for
fiscal year 2003-04 and not reversed.

“The Commission has a fiduciary responsibility for ensuring the accuracy of
_ its records. The quality of system-generated information affects

management’s ability to control activities, make appropriate decisions, and
prepare reliable financial reports. Without ongoing monitoring,
reconciliation, and document reten’uon the potential for undetected errors or
irregularities increases. -

The errors were subsequently corrected on the financial statements, but
only after they were identified by the auditors. This is a recurring condition -
from a prior audit.

The State Administrative Manual (SAM) Section 7920 states that each
agency is responsible to complete any reconciliation necessary to
safeguard the state's assets and ensure reliable financial data.

10



Recommendation:-

SAM Sections 7221 and 20050 require supporting documentation as the
basis for recording transactions, and that adequate internal accounting

“controls are in place to safeguard assets and assure the reliability of

accounting data. _ '

Prepare a year-end reconciliation of internal records and the
CALSTARS D16 report. The reconciliation process should include
working closely with the Department of General Services' Contracted
Fiscal Services to ensure that the reconciliation is correct and complete,

~and that any required adjustments are timely and properly recorded.

11



COMMISSION’S RESPONSE

12



MEMORANDUM

DATE: Ccetober 11, 2005

TG Samuel E. Hull, Chief
Office of State Audits and Evaluations
Department of Finance
815 L Sireet
Sacramenio, CA 95814

FROM: Kris Perw Executive Director /[(M {f”\
Cglifornia Children and Families Commzssnon
501 J Street, Suite 530
Sacramenio, CA 95814

SUBJECT: RESPONSE TO FINDINGS — CCFC FISCAL AUDIT FOR FY 04/05

The California Children and Families Commission (CCFC) staff has carefully reviewad

" the resulis of the audit performed by the Office of State Audits and Evaluations for fiscal

yaar 2004/2005. We are pleased io note that the primary purpose.of the audit disclosed

that the revenues entrusted io this commission have been correctly and responsibly

managed and reported according to California State accounting rules and regulations.
| am also pleased to note that the audit found no material weakrnesses involving the -
internal control and its operation. '

| would like to address the one and only finding, which states that, CCFC monitoring of
accrued expenditures, needs improvement. CCFC, in conjunction with DGS, has
implemented a new reconciliation of the internal records and the CALSTARS D16 report
to minimize errors and omissions. in the future,

CCFC staff has always striven to meet the organizational fiscal responsibiiities in the

-most accurate and responsible fashion and welcomed fiscal audits as an opportunity to

improve methods and procedures. This audit was extremely thorough and complete, and
met the anticipated benefits of continued improvement of procedures currently in place.
We greatly appreciate the diligence and professionalism displayed by the audit team.

GALIFORANA CHILDRERN AND FANILIES COMMISSION
501 J STREET, SUITE 530, SACRAMENTQ, CA 95814 « TEL 916/323-D056 - FAX 916/323-0065 » WWW.CCFC.CA.GOV

STATE OF CALIFORNIA + ARNOLD SCHWARZENEGGER, GOVERNOR 13



